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SUBJECT: Student Eligible Fees Credit/FTB Report to DOF Ampunt of Credits Al l owed
Each Year & Report Fiscal Inpact to Legislature

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
X introduced January 19, 2000.

X FURTHER AMENDMENTS NECESSARY .

X DEPARTMENT POSITION CHANGED TO SUPPORT.

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED January 19, 2000, STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BI LL

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law,
(B&CTL), this bill would allow a credit based on eligible fees paid by the

t axpayer on behalf of any student who is a resident of this state. The credit
amount woul d equal 100% of eligible fees up to $350 and 50% of all fees in excess
of that anount.

This bill also would mandate that state revenues supporting the public school
system and public institutions of higher Iearning would not be reduced bel ow t he
anmount that would have been required for that support if the credits provided by
this bill had not been authorized. This provision will not be discussed in this
anal ysis as it does not inpact the departnent's prograns and operations.

SUMVARY OF AMENDMENT

The March 22, 2000, anendnent:

O Iimts the amount of the credit to 100% of the eligible fees up to $350 and 50%
eligible fees in excess of $350 ;

O provides a repeal date of Decenber 1, 2005, for the credit;

[0 deletes fromthe B&CTL the requirenent that a married couple filing separately
divide the credit equally;

0 changes the date that the FTB is required to report to the Departnent of
Fi nance the amount of credits allowed by this bill fromeach January 1 to July
1 of the year following the filing year; and

0 extends the anount of tine for the FTB to prepare the required fiscal inpact
report to the Legislature fromJuly, 2001, to July, 2002.
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The March 22, 2000, anendnent resolves the policy consideration regarding the
sunset date, partially resolves the policy consideration regarding the unlimted
credit amount, resolves the two inplenentation considerations regarding reporting
requi renments, and resolves the technical consideration regarding the division of
the credit between husband and wi fe under the B&CTL. The renai nder of the
departnment's analysis of the bill as introduced January 19, 2000, still applies.
The constitutional concern, the remaining inplenentati on and technica

consi deration, are restated bel ow for conveni ence.

The proposed amendnent woul d have no effect on the revenue estimate, as the
amount of eligible fees paid were estimated to | ess than $350.

Constituti onal Consideration

This bill would Iimt the credit to the amount paid for eligible fees on
behal f of any student who is a resident of California. However, the anmount
of the fees are not based on residency of the student. |In fact, the fees

are the sanme for residents and nonresidents. This residency requirenent nmay
be subject to constitutional challenge on the grounds that it is

di scrim natory agai nst non-resident students who wish to attend California
schools, by virtue of the credit being available only to taxpayers who pay
eligible fees on behalf of students who are residents, rather than to all
students who attend school within California.

| npl enent ati on Consi derati on

A definition of "student"” would clarify on behalf of whomthe author w shes
the expenses to apply. It is unclear if "student" would include an
applicant who is not registered in school at the tinme of paynent of the
application fees.

Carification is needed to determne if the author intended that an enpl oyer
could elect to pay these expenses "on behalf of" a student who coul d be

ei ther an enpl oyee or the dependent of an enployee. |If this were the case,
t hen perhaps the enployer might try to treat the paynent as additi onal
deducti bl e conpensation. |If the technical consideration belowis resolved

to clearly disallow a deduction for any portion of eligible fees for which
this credit is allowed, this inplenentation consideration would be
el i m nat ed.

Techni cal Consi der ati ons

This bill does not provide a credit for a "contribution.” Thus, the
| anguage di sall owi ng a deduction for any portion of the "contribution” would
have no effect. The author may wish to clarify this |anguage.

BOARD POSI T1 ON

Support

At its March 27, 2000, neeting, the Franchise Tax Board voted 2-0 to support this
bill with the representative for Menber B. Tinothy Gage, abstaining.



